The  farmer,  of  all  producers  of  wealth,  needs 
the  broadest  market  for  the  sale  of  his  pro- 
ductive credit.  : : : 


SPEECH 

OF 

HON.  WM.  S.  GOODWIN 

OF  ARKANSAS 


HOUSE  OF  REPRESENTATIVES 


THURSDAY,  MARCH  18,  1920 


170415—20610 


WASHINGTON 

1020 


SPEECH 

OF 
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Cooperative  Personal  Rural  Credit. 

* 

Mr.  GOODWIN  of  Arkansas.  Mr.  Speaker,  tlie  bill  (H.  R. 
12678)  introduced  by  tlie  gentleman  from  Pennsylvania  [Mr. 
McFadden]  to  establish  a cooperative  rural  credit  system  based 
on  personal  security  is  one  of  vital  importance  to  the  whole 
country.  If  that  bill  were  enacted  into  law,  it  would  place  our 
farmers  on  the  same  footing  respecting  productive  credit  as  the 
European  farmers  have  enjoyed  for  years. 

This  bill  proposes  to  create  two  corporations  by  special 
charters,  a rural  credit  society  and  general  insurance  league. 
The  broad  scope  of  this  measure  forces  me  to  limit  my  discus- 
sion to  two  articles  of  the  rural-credit  charter,  to  article  2, 
defining  the  powers  of  the  corporation,  and  article  7,  providing 
for  its  control  by  responsible  farmers  for  the  production  of 
agriculture.  That  charter  is  divided  into  articles,  the  articles 
being  divided  into  sections,  the  sections  into  paragraphs,  and 
the  paragraphs  being  divided  into  subparagraphs.  There  is  a 
headnote  at  the  beginning  of  each  article  which  indicates  the 
general  subject  treated  in  the  whole  article,  while  the  headnote 
of  the  sections,  paragraphs,  and  subparagraphs  indicates  the 
special  subject  treated  in  each.  Only  one  subject  is  treated  in 
a paragraph,  and  when  a subject  is  once  introduced  it  is  fully 
treated  in  an  orderly  sequence,  and  if  the  same  subject  is 
treated  in  another  article  reference  is  made  to  it.  A reader  of 
ordinary  intelligence  may  obtain  a fairly  accurate  understand- 
ing of  the  bill  by  merely  reading  those  headnotes,  as  the  text 
is  only  the  legal  phraseology  of  the  headnote.  It  is  impossible 
to  conceal  a joker  in  a bill  so  drawn. 

170415—20610 


3 


4 


Powers  of  the  Rural  Credit  Society. 

The  meat  of  the  rural-credit  charter  is  contained  in  articles 
2 and  7.  Article  2 grants  to  the  corporation  the  broad  power 
to  do  a general  banking  and  credit  business.  There  are  but  two 
limitations  on  its  power  to  do  such  business.  One  of  such  limi- 
tations is  a prohibition  against  its  issuance  of  bank  notes  or 
currency,  a privilege  enjoyed  exclusively  by  the  Federal  reserve 
banks,  and  the  other  prohibits  its  local  associations  or  com- 
munes from  receiving  deposits.  It  is  to  be  observed,  therefore, 
that  there  is  no  limitation  of  the  rural  credit  society’s  authority 
to  pursue  the  ancient  practice  of  “ banking  with  bills.” 

The  Three  Systems  of  Banking. 

To  fully  appreciate  this  provision  of  the  charter  I shall  make 
a few  observations  on  the  ancient  practice  of  banking  with  bills 
of  exchange,  or,  as  it  is  commonly  termed,  “ banking  with  bills.” 
Gilbart,  the  highest  authority  on  banking  and  ablest  banker 
that  ever  wrote  on  the  theory  of  banking,  says: 

Banking  is  a kind  of  trade  carried  on  for  the  purpose  of  getting 
money.  The  trade  of  a banker  differs  from  other  trades,  inasmuch  as  it 
is  carried  on  chiefly  with  the  money  of  other  people. 

The  trading  capital  of  a bank  may  be  divided  into  two  parts — the  in- 
vested capital  and  the  banking  capital.  The  invested  capital  is  the 
money  paid  down  by  the  partners  for  the  purpose  of  carrying  on  the 
business.  This  may  be  called  the  real  capital.  The  banking  capital  la 
that  portion  of  the  capital  which  Is  created  by  the  hank  itself  in  the 
course  of  its  business,  and  may  he  called  the  borrowed  capital. 

There  are  three  ways  of  raising  a banking  or  borrowed  capital.  First, 
by  receiving  deposits,  secondly,  by  issuing  of  notes  ; thirdly,  by  the  draw- 
ing of  bills. 

History  of  Ancient  System  of  “Banking  with  Bills.” 

The  system  of  “ banking  with  bills  ” is  the  oldest  system  of 
banking,  antedating  the  other  two  systems  in  Europe  by  more 
than  18  centuries,  of  which  we  have  authentic  history.  Gibbins, 
in  his  “ History  of  Commerce  in  Europe,”  in  referring  to  the 
Greek  colonies,  says,  “ Bills  of  exchange  were  freely  used  in  the 
fourth  century  B.  O.”  And  in  treating  of  the  same  subject  at  a 
later  period  the  same  author  says : 

Certainly,  bills  of  exchange  were  current  among  the  commercial  States 
of  Italy  in  the  early  part  of  the  fourteenth  century,  and  they  were  also 
known  about  the  middle  of  the  same  century  in  England.  The  use  of 
foreign  bills  is  said  to  have  preceded  that  of  inland.  At  first  used  only 
as  a means  of  remittance,  they  gradually  came  to  serve  many  other  pur- 
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poses  ;is  their  use  became  belter  understood  and  their  utility  recognized  ; 
so  that,  in  time,  they  formed  a paper  currency  of  great  utility. 

Hazlitt,  the  historian  of  the  Venetian  Republic,  contends  that 
this  system  of  “ banking  with  bills  ” “ long  remained  in  universal 
vogue  ” before  either  of  the  other  two  banking  systems  made  its 
advent  into  Europe.  British  commerce  was  financed  exclusively 
with  bills  of  exchange  until  the  seventeenth  century,  when  the 
king  confiscated  the  merchants’  gold  in  the  Tower  of  London, 
where  it  was  held  for  the  liquidation  of  their  bills  of  exchange. 
In  the  year  1613  the  Court  of  King’s  Bench,  in  the  case  of  Oaste 
against  Taylor,  Three  hundred  and  sixth  Modern  King’s  Bench 
reports,  held  none  but  merchants  or  traders  could  either  draw  or 
accept  a bill  of  exchange;  and  in  1702  the  same  court,  in  Buller 
against  Crips,  held  a promissory  note  to  be  a nonnegotiable  in- 
strument, thus  giving  to  the  producers  and  distributors  of  com- 
merce a monopoly  in  the  creation  of  negotiable  instruments.  Sir 
Josiali  Child,  that  eminent  man  of  business  and  economist,  in  an 
excellent  essay  on  trade  published  in  London  in  1678,  charges  the 
“ new-fashioned  ” bankers,  as  the  deposit  and  note-issue  banks 
were  then  termed,  with  causing  the  interest  rate  in  England  to 
be  2 per  cent  higher  than  in  Holland,  due  to  their  practice  of 
paying  6 per  cent  on  deposits. 

France,  even  to  this  day,  permits  none  but  commercial  men 
and  farmers,  actual  producers  and  distributors  of  commerce,  to 
accept  or  draw  bills  of  exchange,  or  to  “ bank  with  bills  ” ; and 
previous  to  the  establishment  of  the  Credit  Agricole — the  French 
personal  rural-credit  system — the  commercial  men  of  France 
enjoyed  a monopoly  of  this  ancient  banking  practice,  and  it  is 
admitted  by  all  monetary  writers  that  France  has  the  soundest 
credit  institutions,  and  their  soundness  is  attr’butable  largely 
to  the  fact  that  none  but  producers  can  “ bank  with  bills.” 

Superiority  of  “Bills”  Over  Promissory  Notes. 

The  form  of  the  bill  of  exchange  differs  little  from  the  form 
of  the  promissory  note,  except  that  a bill  of  exchange  carries 
upon  its  face  abundant  proof  that  it  represents  a real  produc- 
tive transaction.  Credit  used  for  production  not  only  enriches 

% 

the  borrower  but  becomes  a wealth-producing  factor  to  the  com- 
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munity  and  Nation  as  well,  while  credit  used  for  consumption 
not  only  impoverishes  the  borrower  but  is  detrimental  to  the 
community  and  nation  where  practiced,  and  where  consumptive 
01  speculative  credit  is  practiced  on  an  extensive  scale  it  will 
cause  the  whole  banking  or  credit  system  to  break  down.  The 
man  who  obtains  productive  credit  has  on  pay  day  not  only 
the  principal  but  frequently  the  principal  is  multiplied  manyfold. 
The  farmer  with  only  a spade  can  produce  but  little  agriculture 
compared  to  what  he  could  with  a good  team  of  horses  and 
suitable  plows;  therefore  it  is  to  the  interest  of  the  Republic, 
and  to  every  citizen  of  the  Republic,  to  have  its  energetic,  honest, 
and  frugal  men  supplied  with  the  tools  necessary  to  make  their 
efforts  productive.  The  curse  of  America  since  colonial  days 
has  been  consumptive  credit;  that  is,  buying  something  to  eat 
or  wear  on  credit  In  Europe  consumptive  credit  is  well  nigh 
prohibited,  while  every  encouragement  is  offered  to  productive 
credit.  Section  1 of  article  9 of  the  rural-credit  charter  prop- 
erly safeguards  the  credit  instruments  of  the  proposed  system 
by  requiring  the  purpose  of  each  credit  to  be  stated  in  each 
instrument. 

The  Economy  of  Management  of  Proposed  Credit  System. 

The  expense  of  management  of  every  banking  or  credit  system 
must  be  paid  by  the  borrowers,  and  deposit  banking  is  the  most 
expensive  of  all  banking  or  credit  systems.  The  deposit  bank 
is  usually  situated  in  the  business  center,  where  real  estate  is 
high.  It  is  equipped  with  expensive  furniture  and  fixtures,  so 
as  to  make  a display  of  wealth,  and  it  is  managed  by  high- 
salaried  officers,  tellers,  bookkeepers,  and  clerks,  all  for  the  pur- 
pose of  selling  credit,  not  money.  Now,  all  this  expense,  as  I 
have  said,  must  eventually  be  borne  by  the  borrowers.  Contrast 
that  awfully  expensive  system  with  the  inexpensive  system  pro- 
posed by  the  McFadden  bill.  Only  seven  farmers  are  required 
to  organize  a community  association  or  commune.  Those  seven 
farmer  members  must  meet  yearly  to  elect  officers.  Those 
officers  would  meet  once,  let  us  say,  every  two  weeks  to  pass  on 
the  application  of  members  for  loans.  The  officers  would  meet 

in  the  home  of  a member,  schoolhonse,  church,  or  back  room  of 
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a store  for  an  hour  or  two,  and  thereby  eliminate  all  office  rent, 
furniture,  and  fixtures.  The  only  paid  official  of  the  commune 
is  the  scribe,  and,  as  it  would  require  but  three  to  five  hours  of 
his  time  per  month,  his  salary  would  be  nominal.  In  Europe 
school-teachers  and  ministers  frequently  act  as  scribes  free  of 
charge  in  order  to  keep  in  touch  with  the  people  of  their  com- 
munities. But  under  the  proposed  system  the  scribe  would 
doubtless  be  the  daughter  of  an  officer  or  member,  or  a clerk  or 
bookkeeper  in  a store,  if  the  meeting  place  of  the  officers  be 
in  a town.  The  scribe  would  conduct  the  correspondence  for 
the  commune  and  become  the  custodian  of  the  blank  bills  of 
exchange,  chattel  mortgages,  and  applications  for  insurance 
policies.  As  I have  remarked,  the  whole  expense  of  managing 
the  commune  would  be  nominal.  The  total  expense  of  managing 
the  communes  in  the  Province  of  Silesia,  Germany,  for  the  year 
1909  was  but  $62.50,  and  that  for  the  whole  of  Germany  only 
$152  to  the  commune,  compared  to  $44,700  for  managing  the 
average  national  bank  in  this  country,  according  to  the  1915  re- 
port of  the  Comptroller  of  the  Currency ; and  the  total  turn- 
over of  the  German  rural-credit  societies  exceeded  15,000,000,000 
marks  in  1909,  or  nearly  $4,000,000,000. 

This  System  Would  Broaden  Market  for  Productive  Farm 

Credit. 

The  farmer,  of  all  producers  of  wealth,  needs  the  broadest 
market  for  the  sale  of  his  productive  credit,  because  he  gambles 
on  the  seasons,  the  sunshine,  rain,  and  frosts ; yes,  on  the  very 
seeds  he  sows;  and  yet  our  farmers  have  the  narrowest  credit 
market  of  all  producers.  The  credit  requirements  of  our  com- 
mercial men  are  so  large  that  it  is  an  invitation  to  private  capital 
to  organize  such  credit " agencies  as  Dun  and  Bradstreet,  but 
the  credit  requirements  of  the  average  farmer  are  so  small  that 
it  is  out  of  the  question  to  enlist  private  capital  in  such  a credit 
agency,  and  without  such  an  agency  that  would  give  our  farmers 
national  credit,  they  will  continue  to  be  dependent  on  the  local 
credit  institutions.  This  is  not  the  case  on  the  Continent  of 
Europe.  To  illustrate  the  benefits  of  such  an  organization,  I 
shall  cite  but  one  instance.  In  1906  the  frost  killed  the  grape 
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crop  in  the  Rheims  section  of  France,  the  Champagne  grape  sec- 
tion. So  these  vineyardists  applied  to  their  respective  communes 
of  the  Credit  Agricole— the  French  personal  credit  system— 
and  drew  bills  of  exchange  for  11,000,000  ($2, 200, 000)  francs 
which  were  negotiated  at  the  rate  of  3}  per  cent  interest.  By 
teason  of  such  credit  facilities  those  vineyardists  limited  their 
loss  to  the  one  crop,  but  without  such  credit  facilities  their  loss 
might  have  been  incalculable.  Had  they  been  dependent  on  the 
local  banks  and  credit  institutions,  as  is  the  case  with  the 
farmers  in  the  United  States,  they  could  not  have  taken  the 
proper  care  of  those  vines  as  they  did.  But  by  distributing  that 
credit  paper  throughout  the  Republic  of  France  it  was  absorbed 
by  investors  without  working  an  inconvenience  anywhere,  and 
Mdnle  it  directly  preserved  an  important  industry  which  was 
centuries  in  developing,  it  indirectly  prevented  the  failure  of 
the  local  banks  and  credit  institutions  of  the  immediate  section 
visited  by  such  disaster.  That  was  not  Government  credit. 
The  Government  had  nothing  to  do  with  it,  except  provide  the 
credit  machinery,  including  $35,000,000  of  capital  for  the  central 
bank  furnished  by  the  Government,  through  which  that  business 
was  done.  Contrast  that  policy  of  enlightened  statesmanship 
with  the  “ root-hog-or-die  ” policy,  or  lack  of  policy,  in  this 
country  when  a similar  disaster  occurs  in  some  community. 
Under  such  a condition  our  farmers  flock  to  Congress  begging  for 
alms  when  we  should  create  the  machinery  through  which  they 
could  finance  themselves. 

How  the  Proposed  System  Would  Work. 

In  order  to  show  the  actual  operation  of  the  proposed  system, 
let  us  suppose  that  a farmer  member  of  a community  association 
or  commune  at  Hope,  Ark.,  should  desire  $240  with  which  to 
buy  a dairy  cow.  That  is  a credit  which  would  reproduce  or 
liquidate  itself  in  monthly  installments  in  from  1 to  24  months. 

So  that^farmer  would  apply  to  his  commune  at  Hope,  and  if  his 
application  be  approved  by  the  officers,  that  farmer  would  draw 
24  $10  bills  of  exchange  on  the  commune,  payable  $10  monthly 
for  24  months.  The  officers  of  the  Hope  commune,  if  they  ac- 
cepted those  24  bills,  would  take  a chattel  mortgage  on  that 
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cow  and  exact  such  other  security  as  they  deemed  necessary  for 
the  protection  of  the  commune. 

Those  24  bills,  together  with  the  chattel  mortgage  and  other 
security  and  insurance  policies,  would  be  forwarded  to  the 
Ax-kansas  branch  of  the  rural  credit  society,  located,  let  us  say, 
in  Little  Rock.  The  manager  of  the  Little  Rock  branch  would 
draw  a check  on  some  one  of  its  depositaries,  a State  or  national 
bank,  in  which  it  kept  a balance,  payable  to  the  seller  of  that 
cow,  and  forward  it  back  to  the  Hope  commune,  to  be  delivered 
to  the  seller  of  the  cow. 

If  the  Little  Rock  manager  of  the  rural  credit  society  did 
not  have  sufficient  funds  in  its  depositary  banks  to  meet  that 
$240  check,  he  would  wire  the  central  bank  of  the  rural  credit 
society,  in  Chicago  or  wherever  located,  and  obtain  authority 
to  draw  a short-time  draft  ou  the  central  bank,  which  draft 
would  be  discounted  by  the  manager  in  one  of  the  Arkansas  de- 
positary banks  to  create  a credit  with  which  to  meet  that  $240 
check.  Those  24  bills  would  then  be  indorsed  by  the  Little  Rock 
branch  of  the  rural  credit  society  and  forwarded  to  the  central 
bank  at  Chicago  to  be  indorsed  by  it  and  placed  on  the  open 
market  to  be  sold  to  the  insurance  companies,  savings  banks, 
private  investors,  and  wage  earners  of  our  industrial  centers. 
The  life  insurance  companies  should  carry  that  class  of  liquid 
paper  to  meet  their  banking  obligations,  and  the  fire  insurance 
companies  should  carry  it  to  meet  their  conflagration  losses. 
The  late  James  J.  Hill  testified  before  the  “ Money  Trust  ” in- 
vestigating committee  of  the  Sixty-second  Congress  that  one  of 
the  causes  of  the  1907  panic  was  the  fact  that  the  fire  insurance 
companies  had  to  throw  $360,000,000  of  their  permanent  invest- 
ments on  the  market  to  realize  the  cash  with  which  to  meet 
their  conflagration  losses  in  the  San  Francisco  fire  of  1906. 
Congress  may  legislate  till  doomsday  on  banks,  but  unless  we 
create  a class  of  liquid  paper  to  meet  the  banking  obligations 
of  our  life  insurance  companies  and  conflagration  losses  of  our 
fire  insurance  companies  we  will  continue  to  be  cursed  with 
periodical  panics. 

The  central  bank  of  the  rural  credit  society  would  keep  in 
touch  with  the  money  market,  and  therefore  would  be  in  a po- 
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sltion  to  say  to  tlie  branches  what  length  of  time  their  short- 
time  drafts  should  be  made  for.  If  the  central  bank  had  appli- 
cations on  file  for  such  paper,  then  the  short-time  drafts  would 
be  for  only  a very  few  days.  It  will  be  necessary,  therefore, 
for  the  branches  to  be  located  in  the  financial  centers  of  the 
several  States  which  have  ample  banking  facilities. 

The  branches  would  not  have  to  wire  in  each  individual  case 
for  such  authority  to  draw  on  it,  for  in  all  probability  the  com- 
munes of  each  State  would  meet  on  the  same  day — say,  every 
other  Saturday.  So  that  by  the  following  Monday  the  Little 
Rock  branch  would  be  in  receipt  of  all  applications  throughout 
Arkansas,  and  after  ascertaining  the  total  credit  requirements 
of  Arkansas  for  that  day  the  manager  of  the  Little  Rock  branch 
would  wire  the  central  bank  in  Chicago  his  exact  credit  status 
and  obtain  authority  to  make  such  short-time  drafts  on  the  cen- 
tral bank  as  would  meet  all  the  credit  requirement  of  Arkansas 
at  that  time,  The  seller  of  that  cow  would  have  to  wait  three 
or  four  days  to  get  his  $240  check. 

Control  of  the  Rural  Credit  Society  by  Responsible 

Farmers. 

I now  come  to  my  second  proposition,  the  control  of  the  rural 
credit  society  by  responsible  farmers,  as  provided  in  article  7. 
That  article  is  divided  into  three  sections,  one  section  treats 
of  the  national  officers  and  legislators,  the  next  of  the  State, 
and  the  last  treats  of  the  local  officers  and  legislators  of  the 
rural  credit  society.  It  will  be  observed  that  section  2 appears 
twice  in  article  7,  an  error  which  is  quite  apparent.  The  first 
section  2 should  be  paragraph  12  of  section  1,  and  paragraphs 
1,  2,  3,  4,  5,  and  6 of  the  first  section  2 should  be  paragraphs 
13,  14,  15,  16,  17,  and  18,  respectively,  of  section  1,  as  all  the 
last-named  paragraphs  treat  of  the  national  officers  and  legis- 
lators, while  the  second  section  2 treats  of  the  State  officers 
and  legislators,  and  section  3 treats  of  the  local  officers  and 
legislators.  I have  called  Mr.  McFadden’s  attention  to  this 
error,  and  he  agrees  with  me,  and  says  he  will  amend  the  bill 
to  conform  to  what  I have  just  said.  Therefore,  in  my  discus- 
sion of  the  bill  I shall  refer  to  the  charter  just  as  if  this  cor- 
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rection  were  made ; that  is,  I shall  refer  to  section  1 of  article  7 
as  having  18  instead  of  11  paragraphs. 

French  and  English  Credit  Systems  Contrasted  With  Those 

of  Germany. 

In  order  to  fully  appreciate  this  rural  credit  charter  one 
must  contrast  the  credit  systems  of  France  and  England  with 
those  of  Germany.  The  credit  institutions  of  France  and 
England  are  the  soundest  in  the  world,  because  they  are  free 
from  Government  fetters,  while  Germany  has  the  weakest 
credit  system,  because  it  is  cursed  with  paternalism.  “ Fer- 
boten  ” (forbidden)  is  the  keynote  of  German  credit  legislation, 
while  “ freedom  ” is  the  keynote  in  France  and  England.  Dr. 
Andre  Liesse,  the  eminent  French  scholar  and  monetary  writer, 
in  “A  Century’s  Evolution  of  French  Credit,  1S0O-190O,”  con- 
tends the  soundness  of  such  institutions  is  attributable  to  the 
acts  of  1863  and  1867  of  the  French  Parliament  creating  “ bank 
parliaments  ” for  their  banking  and  credit  institutions.  That 
principle  was  first  adopted  by  the  Great  Napoleon  in  1800,  when 
he  applied  it  to  the  control  of  the  Bank  of  France,  and  it  was 
nearly  three-quarters  of  a century  before  the  French  Parlia- 
ment applied  it  to  all  French  banks.  In  this  connection  I beg 
to  read  an  excerpt  from  the  statement  of  the  governor  of  the 
Bank  of  France  to  the  Monetary  Commission  we  sent  abroad  in 
1909.  I give  the  question  and  answer : 

Question.  Is  the  Bank  of  France  ever  attacked  in  the  controversies 
between  political  parties? 

Answer.  No  charge  has  ever  been  made  that  the  bank  favored  or 
aided  any  political  party.  There  is  never  any  claim  that  politics 
enters  in  any  degree  into  the  management  of  the  bank.  Except  for 
the  renewal  of  the  charter  in  1S97,  no  legislation  affecting  the  bank 
has  been  enacted  since  1857.  There  is  no  sentiment  for  any  change 
in  banking  methods  nor  for  any  new  legislation.  It  should  be  added 
that  neither  the  governor  nor  deputy  governor  (of  the  bank)  is  per- 
mitted to  be  a member  of  either  body  of  parliament. 

It  is  a revelation  to  the  average  American  to  learn  that  so  im- 
portant a corporation  should  operate  for  40  years  without  legis- 
lative interference  by  the  parliamentary  body  which  created  it. 
And  what  an  eventful  period  those  40  years  were ! During  that 
time  France  had  a war  with  Germany  in  which  she  lost  two  of 
her  fairest  Provinces — Alsace-Lorraine — and  paid  a billion  &o> 
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lars  indemnity ; and,  added  to  this,  France  experienced  a revo- 
lution during  that  period  in  which  she  changed  the  form  of  her 
government  from  a monarchy  to  a republic.  As  legislators  for  an 
enlightened  people,  Congress  should  profit  by  the  legislative  ex- 
perience of  France  and  England  on  credit  institutions.  The 

‘ bank  parliament  ” of  the  Banlr  of  France  is  composed  of  15 
regents,  or,  as  we  would  call  them,  directors,  who  are  elected  by 
the  bank’s  200  largest  stockholders,  who  are  great  merchants. 
Therefore  those  200  electors  are  selfishly  interested  in  having 
that  great  bank  serve  commerce,  the  prime  object  of  its  creation. 
They  also  elect  three  censors  to  inspect  the  officers  and  directors 
of  the  bank  and  see  to  it  that  they  do  no  wrong.  By  that  system 
of  self-inspection  they  save  the  French  Government  the  expense 
and  annoyance  of  Government  inspection. 

And  in  this  connection  let  me  say  that  the  same  principle  of 
self-government  and  self-inspection  is  applied  to  the  personal 
rural  credit  systems  of  Europe.  Let  me  quote  from  the  able  ad- 
dress of  Wollemborg,  the  founder  of  the  Italian  personal  rural 
credit  system  and  the  greatest  living  authority  on  that  subject, 
to  the  commission  we  sent  abroad  in  1913  to  study  rural  credit. 
He  said: 

But  when  the  loans  are  strictly  limited  to  people  residing  in  the  same 
locality  all  become  vigilant  and  act  as  inspectors  for  their  own  protec- 
tion. And  you  will  find  that  inspection  thus  exercised  by  the  members 
themselves  is  far  superior  to  any  Government  inspection,  since  each  man 
has  rendered  himself  personally  liable  and  is  acting  as  inspector  in  his 
own  behalf.  As  one  of  the  farmers  once  said  to  me,  " We  are  100,  all 
acting  as  spies  on  the  others  to  see  that  nobody  does  anything  wrong.” 

Another  remarkable  statement  made  in  this  address  by  that 
rural  credit  expert  was  that  during  the  32  years  the  system  had 
been  in  operation  in  Italy  only  2 per  cent  of  the  loans  were  un- 
paid at  maturity.  He  claimed  that  the  first  principle  of  rural 
credit  as  pi'acticed  in  Europe  was  the  use  of  credit  for  produc- 
tion only,  for  the  purchase  of  fertilizers,  live  stock— for  work  and 
breeding  purposes — farm  machinery,  cooperative  creameries  and 
canneries,  drain  tile,  silos,  and  such  things  as  became  a direct 
means  of  production,  just  as  this  proposed  system  provides. 
Those  societies  would  not  sell  a penny  of  credit  with  which  to 
buy  something  to  eat  or  wear  or  to  have  pleasure  with.  That  is 
denominated  consumptive  credit,  and  where  that  is  prohibited 
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the  people  will  take  butter,  eggs,  or  cord  wood  to  town  to  sell 
for  those  consumptive  articles,  and  such  people  will  not  over- 
consume when  they  have  to  pay  the  cash  for  them. 

Analysis  of  the  Control  of  the  Proposed  Rural  Credit 

Society. 

Let  me  now  analyze  the  control  of  the  proposed  rural  credit 
society ; and,  in  considering  the  control  of  every  corporation, 
we  must  go  to  the  very  source  of  control,  to  the  voting  unit 
which  elects  the  corporation’s  legislative  body,  its  directors. 
The  charter  provides  for  three  legislative  bodies  for  the  cor- 
poration— National,  State,  and  local.  The  National  is  denom- 
inated the  board  of  directors  (sec.  1 of  art.  7),  the  State  is 
called  the  advisory  council  (par.  3 of  sec.  2 of  art.  7),  and 
the  local  is  named  the  supervisors  (par.  3 of  sec.  3 of  art.  7). 
The  members  of  the  board  of  directors  shall  reside  in  the  sev- 
eral States,  one  for  each  State;  and,  to  avoid  the  expense  for 
too  frequent  meetings  of  so  numerous  and  scattered  a body,  the 
charter  creates  an  executive  committee.  (Par.  17  of  sec.  1 
of  art.  7.)  This  feature  of  the  executive  committee  corre- 
sponds with  the  practice  of  the  Bank  of  England,  another  great 
public-service  corporation.  The  charter  of  that  institution 
vests  the  legislative  authority  in  a “ court  of  proprietors,”  a 
body  of  several  hundred  great  English  merchants,  who  under 
the  charter  are  authorized  to  meet  annually  to  elect  a board 
of  24  directors,  a governor  and  deputy  governor,  and  to  legis- 
late for  the  bank ; and  they  are  also  authorized  by  the  charter 
to  meet  semiannually  for  the  purpose  of  legislating  for  the 
bank.  But  the  “ court  of  proprietors  ” were  found  to  be  too 
numerous  a body  to  legislate  for  the  bank,  so  they  delegated  their 
authority  to  the  board  of  directors,  and  they  in  turn  delegated 
their  authority  to  a still  smaller  body,  called  the  “ bank  court,” 
which  meets  weekly,  and  during  crises  daily.  But  the  charter 
vests  that  authority  in  the  “ court  of  proprietors,”  who  may 
revoke  it  any  time  the  two  subordinate  bodies  fail  to  properly 
legislate  for  the  bank,  just  as  the  board  of  directors  may 
revoke  the  authority  they  delegate  to  the  executive  committee 
of  the  rural  credit  society.  This  decentralizes  the  control  of 
the  rural  credit  society  by  placing  the  supreme  power  in  the 
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several  States  of  the  Union,  while  their  agents  will  be  at  the 
home  office. 

Responsible  Farmers’  Control. 

Let  us  now  examine  the  responsibility  of  this  control  for  the 
rural  credit  society.  It  will  be  observed  that  the  directors, 
executive  committeemen,  and  advisory  councilmen  must  be 
members  of  communes  of  the  first  or  second  class— that  is,  com- 
munes whose  members  are  unlimitedly  liable  for  the  payment 
of  the  obligations  of  their  respective  communes.  The  farmer 
who  can  not  go  out  and  find  six  farmer  neighbors  whom  he  is 
willing  to  trust,  and  who  are  willing  to  trust  him,  should  not 
ask  the  privilege  of  legislating  by  enacting  by-laws  for  farmers 
throughout  the  country  who  are  willing  to  trust  their  neigh- 
bors. The  communes  of  the  first  and  second  classes  are  nothing 
but  partnerships,  and  the  twentieth-century  corporation  is  but 
the  evolution  of  the  first-century  civil-law  partnership.  And 
the  only  justification  for  the  twentieth-century  corporation  lim- 
iting the  liability  of  its  stockholders  to  their  stock  subscriptions 
is  to  raise  capital  from  strangers — strangers  to  those  who  con- 
trol the  corporation.  But  we  do  not  want  strangers  in  those 
communes.  Only  farmers  who  are  close  neighbors,  so  that  each 
may  see  that  the  others  do  nothing  wrong,  should  form  a 
commune. 

No  farmer  can  impose  himself  on  the  membership  of  a com- 
mune, for  it  is  only  by  Unanimous  consent  of  all  that  a commune 
may  be  formed.  The  charter  grants  to  the  communes  the  right 
to  enact  by-laws,  rules,  and  regulations  for  their  self-protection 
the  same  as  the  farmer  members  of  the  European  rural-credit 
societies  legislate  for  themselves,  and  the  same  as  the  great 
merchants  of  England  and  France,  who  are  legislators  or  direc- 
tors of  the  Bank  of  England  and  Bank  of  France,  legislate  for 
those  institutions. 

It  would  never  do  for  Congress  to  legislate  on  a personal  pro-  . 
ductive  rural-credit  system  as  we  did  on  the  Federal  Reserve 
System.  In  legislating  for  the  latter  we  imposed  so  many  re- 
strictions on  those  in  control  that  it  was  impossible  for  them  to 
operate.  Therefore  the  original  act  had  to  be  amended  before 

the  system  could  be  put  in  operation.  And  numerous  other 
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amendments  to  that  act  have  been  made  from  time  to  time  by 
Congress,  so  that  the  amendments  exceed  the  original  act,  and 
there  are  numerous  other  amendments  now  pending  in  Congress. 
That  method  of  legislating  for  a farmers’  credit  institution 
would  never  do,  as  it  would  place  them  in  politics,  and  force 
them  to  employ  agents  to  remain  here  in  Washington  to  secure 
amendments  to  the  law.  The  bankers  who  have  some  $3,000,- 
000,000  invested  in  that  business  have  their  paid  agents  here 
and  they  would  be  fighting  any  amendment  to  the  rural-credit 
act.  I therefore  unreservedly  commend  that  principle  of  the 
McFadden  bill  which  gives  full  authority  to  the  rural-credit 
society  to  “ bank  with  bills  ” for  the  production  of  agriculture, 
and  then  creates  legislative  bodies  through  which  those  re- 
sponsible farmers  may  carry  on  that  business  free  from  inter- 
ference by  Congress.  Those  farmers  will  make  mistakes,  to 
be  sure,  just  like  Congress  has  done  time  and  again,  but  the 
experience  in  Europe,  where  this  system  of  self-legislation  has 
been  thoroughly  tried  for  more  than  a century,  demonstrates 
that  it  is  far  safer  and  freer  from  mistakes  than  the  attempt 
in  this  country  to  legislate  the  life  out  of  every  corporation  we 
create.  We  have  Germanized  our  credit  institutions  to  the 
limit  by  hampering  them  with  legislative  restrictions,  and  it  is 
time  we  consider  the  principles  which  prevail  in  Britain  and 
France,  whose  credit  institutions  are  far  superior  to  those  in 
Germany  and  this  country. 

Conclusion. 

The  Federal  reserve  act  and  the  Federal  farm  loan  law  do 
not  supply  the  want  provided  by  the  McFadden  bill,  because  the 
former  takes  care  of  the  commercial-credit  needs,  and  the  latter 
is  to  enable  a man  to  buy  a home,  whereas  the  McFadden  bill 
would  enable  the  owner  of  that  home  to  make  it  a profitable 
investment,  and  would  open  the  door  of  opportunity  to  a vast 
number  of  men  to  capitalize  their  energy,  honesty,  and  frugality 
for  the  production  of  agriculture.  That  is  what  Europe  has 
done  for  their  farmers,  and  we  must  follow  the  enlightened 
statesmanship  of  those  countries  that  have  banking  and  credit 
systems  of  proven  success. 
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